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EDITORIAL COMMENT... 


7 pity of education is that so few of us appreciate it while we have the best 
chance to obtain it—in our youth. Anxious to begin the business of living, many 
of our best students — about 25% drop out between Grades X and XII. Of the 
remaining 75% who reach university level, a minority avail themselves of the 
privilege of higher education, even though they may be able to afford it. 


Why this lack of interest and incentive? In the search for a scapegoat, many rea- 
sons have been advanced to explain it. The spoonfeeding school of thought blames 
the educational system: it does not create sufficient interest, it is too progressive or 
not progressive enough, it is not attuned to the times and so on. Others blame the 
financial set-up: education is too expensive for the average person, there are not 
enough scholarships and grants, and sundry other excuses. 


The blame is laid everywhere but where it belongs—squarely on the shoulders 
of the populace. Many of us do not really want higher education. As long as educa- 
tion is considered a luxury to be extended only to the very rich or to the very brilliant, 
the educational standards of the nation will not advance very far. In a time and 
place where nearly every family owns a car and TV set, where teenagers earn some 
four billion dollars annually in the United States and a proportionate amount in 
Canada, where one-quarter of the national budget is spent on a defense that may 
never be called into use, the pretence that the problem is mainly financial does not 
really hold water. With some rechannelling of thought ahd funds, this aspect can be 
easily remedied. 

The real and underlying cause why so few go on to higher education lies in the 
apathy—even antagonism—which we North Americans have traditionally had to- 
wards education. We have given lip-service to the idea certainly, but privately many 
of us have held the “egghead” in secret contempt. Small wonder then that this atti- 
tude has rubbed off on the younger generation. At an age when independence of 
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thought is poorly developed and experience even less so, the overwhelming attitude 
of the majority combined with a natural inclination to take what seems the easiest 
course has swayed many a promising student from proceeding further in his studies, 

Fortunately, the tide is turning in favour of the egghead and swiftly since that day 
in 1957 when the Russians launched their satellite. This brought home forcefully 
to millions the realization, already suspected, that in this complicated age of technol- 
ogy, the old ways will no longer suffice. What may have been a luxury ten or twenty 
years ago is now a necessity and not just for the brilliant among us. If education can 
benefit the brilliant mind, it can also benefit the good mind and improve the average 
one. In the future, it is to be hoped, higher education will be the birthright of all who 
can assimilate it. 

Even before that historic moment which launched the space age, the need for 
more education was being felt. Leaders in business and in other fields were demand- 
ing higher standards of education. Machines were doing much of the work formerly 
done by uneducated labour. Night schools and extension courses boomed in popular- 
ity. The trend is seen in the statistics of our own Society. Since 1954, registration in 
the R.I.A. courses had doubled with enrolment age mounting to a peak in the 25-34 
bracket, an age when maturity and experience are awake to the value of education. 

Today the innate prejudice against education for all who can benefit is tumbling. 
The diehards who oppose mass education are becoming fewer. Last year’some 25 
Canadian universities offered extramural degree-credit courses and 15,000 adult 
students were enrolled in degree studies. This is as it should be. The need grows for 
more academic and technical educational facilities. These will only be available 
when the public demands them. The universities and other educational bodies are 
doing a splendid job but much remains to be done. One of the most encouraging 
trends toward a higher national standard of education is the emphasis on adult edu- 
cation, for only through a changed attitude on the part of the older generation will 
education assume the prestige it deserves among our more impressionable youth. 





An unusual “CAREER” opportunity 
for a keen young Cost... 


ACCOUNTANT 


The COMPANY concerned is a leading Canadian manufacturer with important markets overseas 
Head Office is in a pleasant community, near Ottawa, with excellent educational, recreational 
and housing facilities. The Company is long-established, strongly entrenched and conservativels 
aggressive . it has much to offer a young man seriously seeking a career! 

CANDIDATES should be, preferably, English-speaking native Canadians with a degree in Com- 
merce or Finance R.I.A. standing is desirable but not essential. Age: under 30. Starting salary 
open at a level to attract men NOW earning up to $5,400. Fringe benefits are additional and 
generous, and make this opening well worth exploring 


Enquiries invited in confidence; each will be acknowledged promptly. Early 
interviews at Company's Head Office arranged for selected candidates 


G. HAROLD FISK, P. Eng., Consultant,* 
Dominion Square Building, MONTREAL 





Consultant . . . to Management seeking Executives, particularly University-trained Men 
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PROFIT CONTROL FOR MANAGEMENT 


An explanation of the 
Construction and Use of 
A BREAK-EVEN CHART 
By Louis J. Smitten, 
Controller, 


General Foods Ltd., 
Toronto, Ontario, 


This is the first of a two part article in which the author outlines 
the use of a break-even chart as a scientific aid to management 
in the planning and control of profit. His commentary with 
graphic illustrations points out the interplay of Contributed 
Margin, Fixed Costs and Profit. 


PROFIT is necessary for the successful continuation of any business enterprise. 
There is no one engaged in the manufacture of any product, trade or profession 
who will deny this fact. 

Nevertheless, there is a tendency among many business-men to look on a profit as 
what remains at the end of a year after they have devoted their thought and efforts 
to manufacturing, selling, finance, and other phases of their business. This regard of a 
profit as the highly desirable end-product of a year’s operations is very often re- 
sponsible for unsatisfactory results. 

A profit is not a left-over, a tag end, or the remainder of a season’s business strug- 
gles. A profit is the first and only real reason for conducting a business and, as such, 
should receive first consideration when plans are being made for future operations. 

A profit must be planned in advance if its realization is to be reasonably assured. 

The prevalent conception of a profit as: 

INCOME — EXPENSE = PROFIT 
would be better expressed as: 
INCOME — PROFIT = ALLOWABLE EXPENSE 

This definition implies that profit should first be deducted from income, and oper- 
ations should then be planned to keep within the bounds of the remaining allowable 
expense. A profit should be viewed, not only as a necessity, but as a pre-planned 
part of a soundly conducted business. 

Therefore, this explanation of an effective tool for profit planning is presented to 
assist the development of profit-consciousness. 

This graphic example of planning for profit, known as the “break-even chart”, 
demonstrates the vital relationship of Contribution Margin, Fixed or Period Costs 
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Mr. Smitten joined General Foods Corporation in New York in 1954 as a staff member 
of the Administrative and Methods Planning Department specializing in cost and 
budget procedures. In 1955 he was transferred from New York to Toronto to manage 
the Canadian subsidiary’s Budget and Analysis Department. He was appointed Con- 
troller of Canadian operations in 1957. His earlier career included nine years with 
Stevenson, Jordan and Harrison, management engineers, where he specialized in 
profit planning techniques through the use of direct costs, standard costs and flexible 
budgets. Mr. Smitten is an active member of S.I.C.A. He presented this article to 
the 38th Annual Conference of S.I.C.A. held this year at St. Andrews, New Brunswick. 
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and Profit. Contribution Margin is the difference between the sales dollars you receive 
and the variable cost of making a product. That is, the variable cost created by the 
product. 

Let me illustrate this with Example I. Here you see the total cost concept. Products 
A & Beach have a total cost of 80¢ and a profit of 20¢. 

In Example II we break down the cost into fixed and variable and we see that 
Product A has 40¢ variable cost and Product B has 60¢ variable cost. 

This means that Product A has a contribution margin of 60¢ per unit as compared 
with Product B’s 40¢. 

In its simplest form, the break-even chart is not difficult to prepare. Any company 
which has a yearly profit and loss statement can easily draw a chart picture which 
will clearly show its profit situation. 


SECTION 1 
MAKING A BREAK-EVEN CHART 

This break-even chart, we are about to discuss, is based on the contribution margin 
concept separating costs into Fixed and Variable categories as well as costs of “busi- 
ness” and costs of “product”. Business costs are costs you have because you are in 
business such as rent, the President’s salary, etc. Product costs are costs that the 
product creates in direct relation to its volume. This is a direct cost concept. 

For the purpose of illustration the well known “Case Method” will be used in the 
following explanation. All of the illustrative material and figures represent the opera- 
tions of a purely hypothetical manufacturing company called the Prophet Company, 
manufacturing crystal balls. We will follow the figures step by step to the final chart. 

Figure I illustrates the Profit & Loss statements we are about to examine. We will 
construct a break-even or Profit/ Volume chart from this step by step. 

During the year just completed, the Prophet Company sold 11,250,000 crystal 
balls at an average price of $7.10 per hundred and earned a small operating profit of 
$59,570, equal to 742 % on its sales of $798,750. With this general background and 
the Profit and Loss Statement as given in Figure 1, all of the information required for 
building the chart is at hand. The first step to take then is— 


1. ANALYZING THE PROFIT AND LOSS STATEMENT 
The prevailing forms of Profit and Loss Statements usually itemize a varying num- 
ber of expense or costs. Some companies’ reports may present a fairly comprehensive 
and detailed analysis of expense while others may be confined to a general grouping 
of major cost items. In any event, sufficient detail should be available to allow an 
analysis similar to that shown in Figure a8 
Upon referring to this suggested analysis form, there is first noted the various items 
of expense or cost that are detailed in the left-hand column in the five general groups— 
(1) Materials 
(2) Labor 
(3) Manufacturing Overhead Expense 
(4) Administration 
(5) Selling 
These major cost groupings are followed by the Total Cost, the Net Sales Income, 
and Net Operating Profit. While the form is purely suggestive, it will be found that 
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many of the items on it correspond with those of the usual operating report. Where 
other expenses are listed, the form may be adapted to include them. The point to 
watch is, that whatever expenses are itemized, they should be listed in the five general 
groups Shown above. 

Attention is next directed to the three columns numbered in sequence as follows: 

(1) Total Cost 
(2) Fixed Cost 
(3) Variable Cost 

The purpose of these three columns is to provide for the listing of the actual 
operating figures in Column (1) and their subsequent analysis into fixed and vari- 
able Costs in columns (2) and (3). 

In the first column, headed (1), Total Cost, are the actual figures from the 
Profit and Loss Statement. 

Sub-totals for each of the major groupings are provided for later use. These sub- 
totals are identified with the more important cost groups which are to appear on the 
break-even chart. 

Columns (2) and (3) provide for a break-down or analysis of the items in the 
Total column according to their classification as Fixed or Variable Costs. 

Any expense item is considered to be Fixed Cost if its total remains practically 
the same regardless of the rate of manufacturing activity. Such items as— 

Insurance 

Rent 

Depreciation 

Salaries 

Taxes, etc. 
ordinarily do not fluctuate with changes in production or sales. They are known as 
Fixed Costs because their total amount is fixed without reference to volume. They 
are also known as Period Costs because they are a function of time. 

The purpose of these three columns is to provide for the listing of the actual 
operating figures in column (1) and their subsequent analysis into Fixed and Vari- 
able Costs in columns (2) and (3). 

In the first column, headed (1), Total Cost, are the actual figures from the 
Profit and Loss Statement. 

Sub-totals for each of the major groupings are provided for later use. These sub- 
totals are identified with the more important cost groups which are to appear on the 
break-even chart. 

Columns (2) and (3) provide for a break-down or analysis of the items in the 
Total column according to their classification as Fixed or Variable Costs. 

Any expense item is considered to be Fixed Cost if its,-total remains practically 
the same regardless of the rate of manufacturing activity. Such items as— 


Insurance 
Rent 
Depreciation 
Salaries 
Taxes, etc. 
ordinarily do not fluctuate with changes in production or sales. They are known as 
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Fixed Costs because their total amount is fixed without reference to volume. They 
are also known as Period Costs because they are a function of time. 
Variable Costs are those expenses which increase or decrease in direct proportion 

to the activity of the business. Expenses such as— 

Raw Materials 

Direct Labor 

Mill Supplies 

Shipping Supplies 

Sales Commissions 





rise and fall in step with increases or decreases in operations. These expenses are 
therefore called Variable Costs because in total they vary as volume changes. Their 
characteristics are just the opposite of those of Fixed or Period Costs. 











Obviously, there will also be many items of expense which can not be wholly : 


classified as either Fixed or Variable. In such cases it is necessary to determine the 
amount of such items which logically can be termed as Fixed, and the amount which 
can be considered Variable. To do this, it is only necessary to estimate how much of § 
a certain item of expense would still appear on the operating statement if the plant} 
were temporarily shut down for a short period or was operating at an extremely low 
rate of production. This amount is the Fixed Cost portion of the expense and the! 
remainder is the Variable Cost. 

This, of course, is for an absolute budget. However, another approach is to classify ; 
items within the volumes set for your Profit Plan. For example, you can often prove 
that some types of maintenance expense are Variable, but if management budgets 
a fixed maintenance crew for a budget or profit plan period of say, one year, then 
you can Classify maintenance as Fixed for this purpose. 

The total expenses listed in Fig. 2 have been analyzed according to the foregoing) 
and distributed to the Fixed and Variable Cost columns. Certain of these costs, such} 
as the material items, direct labor, and others, have been considered as entirely 
Variable Costs and their Total Costs transferred in full to the Variable Cost column. § 


Others such as sampling expense, depreciation, insurance, rent or taxes, etc. have : 


been taken as Fixed Costs and their total carried over to the Fixed Cost column. 

In the illustration there are also a number of expenses which have been distributed 
to both columns, the Fixed portion being set in column (2) and the remainder of 
the Total Costs carried as Variable expenses to column (3). 

When this distribution of the items in the Total Cost column to column (2) and 
(3) has been completed, the required sub-totals and totals are added and inserted. 
Thus there has been determined by groups and in total what portion of the year's 
operating costs would have been Fixed and unavoidable even with changing activity, F 
and what parts were Variable and fluctuated in accordance with volume. 

Sales Income and Profit or Loss appear only in the Total Cost column. The analysis 
form in Fig. 2 is now complete and ready for the next step. 


SUMMARY OF FIXED COSTS—Figure 3 

From Figure 2 we have taken the sub-totals by major groups and the Fixed Costs 
necessary to produce 11,250,000 units. 

We have also calculated the sales income for 15,000,000 units as well as the net 
profit. The figure of 15,000,000 units was selected as the estimated maximum limit 
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of the company’s operating range. We have found by analysis that the fixed costs 
will not change at a volume of 15,000,000 units. 

The work sheet in Figure 3 is used to facilitate the plotting of the fixed cost lines, 
and the Sales Income on the break-even chart. 


DRAWING THE BREAK-EVEN CHART 

It is best to use ordinary cross-section or chart paper for drawing the break-even 
charts. This paper is readily available in various sizes from dealers handling stationery, 
office or drafting supplies. It is better to use a large sheet because an ample working 
surface results in accurate chart construction and makes it easier to plot lines and 
read positions. 

We will be discussing a break-even chart that is usually referred to as a P/V chart. 
This shows the ratio of Profit to Volume, Profit meaning the contribution a product 
makes after paying for the Variable Cost it creates. 

Now let’s draw the B/E chart illustrated by Figure 4. 

If this were a blackboard demonstration, we should fill in the steps one at a time, 
explaining each as we reached it; this procedure would be the easiest to follow. Lack 
of space makes it impractical here, but we can perhaps achieve more or less the same 
effect if the reader will try to look at the various steps only as we call attention 
to them. 

First, let’s start by drawing a line that represents the break-even point. This is the 
heavy horizontal line. 

You will probably agree that before a company can break even, its sales must first 
pay for its Fixed Costs. So let’s place on the chart the Fixed Costs that must be paid 
before we can break even. 

Starting with the break-even line representing zero or break-even, we have drawn 
ascale on the left-hand side using values of $25,000 for each space. 

So now let’s put in the Fixed Costs that must be paid for before we can show 
any profit. From the previous summary in Figure 3, we had fixed labor of $9,300. 
Scaling this down from zero we draw a line. 

Next we have Manufacturing Overhead—$39,185, and we draw a line. 

Next Administration of $18,125, and finally Selling $17,800. 

This gives us our total Fixed Costs of $84,410 whuch must be paid for before we 
can show a profit. 

To show a profit we must have sales income greater than our Variable Costs of 
Goods, so now let’s scale in our Sales figures. Let’s start with units and then we can 
place a dollar value on them as we go along. 

Starting from the left-hand side across the bottom of the chart, we show a scale 
in millions of units. 3-6-9-12-15. We know that in the year just completed we sold 
11,250,000 units. Fe 

So let’s read the unit scale at 11,250,000 units and draw a vertical line from there. 

We also know we had a profit of $59,570—so let’s read the scale at $59,570 profit 
and draw a horizontal line from there. Where these two lines intersect, we can draw a 
line to the lower left-hand corner and we have a line, the slope of which represents 
our P/V ratio or the Contribution Margin of each unit sold. This is the rate at which 
each unit sold contributes to the payment of our Fixed Charges or Profit. 

We can now see that on Sales of $799,000 we have paid for Fixed Charges of $84.- 
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410 and contributed $59,570 in Profit or a total Contribution Margin of $143,980 
on $799,000 of sales. Dividing $143,980 by $799,000 we get a Contribution Margin 
of 18%. This is the slope of the line. For every dollar of sales, we have 18¢ with 
which to pay for our Fixed Charges and contribute to profit. So our Variable Cost 
must be 82¢ per sales dollar. 

By extending our Contribution Margin line to 15,000,000 units which shows a 
sales income of $1,065,000 we see that we could improve our profit to $107,563. 

We now have a picture of our Profit and Loss Statement at any volume for our 
current costs and selling prices. 

The point at which the diagonal line intersects the zero line is the break-even point. 
In this chart, this point is at a sales volume of 6.6 million units, showing a sales in- 
come of $468,212. 

The margin of safety is 40%. This means that sales can decline from $799,000 
or 11.25 million units to $468,212 or 6.6 million units before the company is thrown 
into a loss position based on existing prices and costs. 

In Fig. 5, this break-even chart is presented in a more simplified form. For the 
sake of clarity, the detailed cost lines have been eliminated and the chart grids have 
been blocked out. 

While this break-even point can be spotted with reasonable accuracy on the chart, 
its location and evaluation may be calculated exactly by simple mathematics. 


SECTION II 
USES OF THE BREAK-EVEN CHART 
The break-even chart is a management tool and guide of many uses. A brief ex- 
perience with it will reveal the advantages of this method of portraying the various 
combinations of volume, cost and price—the factors which govern the profit pros- 
pects of any business. 
From the break-even chart, effective visual answers may be readily secured for 
such questions as— 
If our volume should be reduced 10% what will happen to our profits? 
Suppose we should decide to reduce our average price by 5%. How much 
additional volume will be needed to give us the same dollar profit? How 
much to secure the same percent of profit on net sales? The desired return 
on funds? 
What will be the effect of a 20% increase in our labor cost? What sort 
of a price adjustment should be made to compensate for it? 
How important is volume to our business? And price—what of its influ- 
ence on our profits? 
If we raise our advertising budget how much increase in volume must we 
obtain to recover the increase in advertising expense? 
These and many other every-day questions of vital importance to any business 
may be quickly answered and graphically presented by means of a break-even chart. 


THE FIXED AND VARIABLE COST RELATIONSHIP 

The break-even chart shows that a company’s profitability is greatly dependent 
upon the characteristics of the fixed and variable costs and how they combine at 
different volume levels to form the total cost. 
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In the profit to volume type of break-even chart, variable costs as such are not 
shown. The diagonal line which illustrates the Contribution Margin percentage is, 
however, a function of the variable costs. When variable costs are low, the Contri- 
bution Margin is high. When variable costs are high, the Contribution Margin is low. 

In Fig. 6 are four simple diagrams which show the possible combinations of fixed 
and variable costs. The miniature break-even charts are all drawn on the same scale 
and are for comparative purposes. They show quite clearly that the lower the break- 
even point on the chart, the larger will be the field of profitable operations. Con- 
versely, the higher this cross-over point of sales income and fixed costs, the smaller 
will be the opportunity for profit. 

This location of the break-even point may well be termed the profit potential, for 
together with sales income and the Contribution Margin, it locates and bounds the 
area in which profits may be earned. 

Another thought is that a company with a high Fixed Cost usually needs a high 
Contribution Margin or high volume to return a satisfactory return on funds. Low 
Fixed Charges enable a company to get a better return on funds more quickly. 
This could easily be illustrated by the Steel Industry and the Food Industry. In the 
Steel Industry, because of high fixed charges, volume maintenance is vital to profits. 

Chart “A” in Fig. 6 shows that the company with high Fixed and Variable Costs, 
which means a low Contribution Margin is in an unenviable position. Its profit area 
is so restricted that it is practically impossible to earn a normal profit. They may 
have reduced prices to increase volume. 

The other extreme, as shown by Chart “B” in Fig. 6 offers the greatest opportunity 
for profit. The business with low fixed and low variable costs, has low costs indeed. 
The low variable, means of course, a high Contribution Margin. 

The remaining two combinations of Fixed and Variable Costs lie in between these 
extremes, with Chart “C” showing a low Fixed Cost offering the widest range of 
profitable operation between the two. On the other hand, Chart “D” has a much 
higher Contribution Margin and while it has a smaller margin of safety and a higher 
fixed cost, it shows the same profit as Chart “C”. This is an interesting comparison. 
If Chart “D” could lower its fixed costs, its profits, margin of safety and break-even 
point would all improve. On the other hand, if Chart “C” could improve its Contri- 
bution Margin by reducing its variable cost, it too would improve its break-even 
point, its margin of safety and its profits. There is an interesting contrast between 
Chart “C” and Chart “D”. In Chart “D” there is an inference of high capital invest- 
ment because of the high fixed charges. If this is true, it would have a lower return 
on funds than Chart “C” even though it has the same profit dollars. On the other 
hand an expanding volume would accelerate profits much more rapidly in “D” rather 
than “C”. Chart “C” with the same profit and a much lower fixed charge would have 
a better return on funds. 

Studies of various statistical data shows that in actual practice there are all kinds 
of possible combinations presently in existence. 

Some industries are affected more by price than volume. Some industries such as 
the Steel Industry are affected much more by volume because of their high invest- 
ment creating high fixed charges. 

At a low P/V ratio, say 11%, a price increase to improve your P/V ratio to 22% 
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would double your Contribution Margin from each sales income dollar. This would 
only mean a 14% increase in Selling Price. Would you take this risk? You could 
afford to lose a lot of sales at the new price and still be better off profitwise. Let's 
take a look at a situation like this. 

In Example 3 we have a product selling at .0645 per pound with a P/V ratio or 
Contribution Margin of 11.5%. This product has failed to pay for its fixed costs by 
about $50,000 but it is making a Contribution to the overall profitability of the com- 
pany. Now let’s look at the interplay of pricing action,.volume and profits and mea- 
sure the degree of risk connected with increasing prices. 

At a 2 cent increase we add 50% to our Contribution Margin moving it from 
11.5% to 17.8%, at a 1¢ increase we double our Contribution Margin moving it 
from 11.5% to 23.3%, and at 1'42¢ we add about 150% moving it from 11.5% to 
28.1% and cross the break-even line. Now this particular company had a severe com- 
petitive situation and if they raised prices they would probably lose a substantial 
amount of volume—at least that is what the Sales Manager said. 

This means that under their present pricing and volume structure they were re- 
ceiving a contribution margin that paid for approximately $35,000 of their fixed 
charges. If they raised prices 1¢ they could afford a 60% decline in volume (which 
was highly unlikely) and still maintain a contribution margin of $35,000. (Illustrated 
by the horizontal broken line). Any decline less than 60% added 23.3¢ per sales 
dollar to their contribution margin above what they are now receiving. So they 
decided to take the risk. Well you can guess what happened—they didn’t lose any 
volume. 

This illustrates the importance of these tools to assist the management in its de- 
cision making. 

In the next issue discussions of a few of the many uses for the break-even chart 
will be presented from the viewpoint of the management of the Prophet Company 
whose suppositious figures have been used thus far in explaining the making of the 
B/E chart. é 

In this way, by considering the uses of the chart in forcefully interpreting the | 
situations effecting this hypothetical business, the adaptability of the chart to various 
typical problems will be demonstrated. 

Meanwhile I would suggest you review figure 6 and ask yourself: WHICH ONE 
OF THESE 4 PATTERNS DOES YOUR COMPANY PRESENTLY FIT? 





PAYNE -ROSS 


SD. ee ee ee 





management consultants 
TORONTO, Board of Trade Building, EMpire 3-8282 
MONTREAL, 550 Sherbrooke St., W., AVenue 8-6193 


Affiliated with 
Bruce Payne and Associates Inc., United States, South America and Europe 











298 











ould 
ould 
Let's 


0 or 
is by 


mea- 


from 
ng it 


o to F 


ntial 


2 Te- 
fixed 
hich 


‘ated } 


sales 
they 


; de- 
hart 


any 
F the 


the & 
‘ious | 


NE f 


LOE eer rate 





Se LE, We 








EXAMPLE #1 


TOTAL COST CONCEPT 
UNITIZING FIXED COSTS 

















PRODUCT °A’ PRODUCT ‘B’ 
SELLING PRICE $1.00 $1.00 
COST .80 .80 
PROFIT $ .20 $ .20 
EXAMPLE #2 
PRODUCT ‘AX’ PRODUCT ‘B’ 
TOTAL COST .80 .80 
Variable Cost .40 -60 
Fixed Cost .40 20 asi 
Fixed Cost Total 10.00 10.00 
Units Sold 25 | 50 


UNIT FIXED COST 10.00;/.-25- .40 10.00:/-25 - .20 





Selling Price 1.00 1.00 
Variable Cost .40 -60 
CONTRIBUTION MARGIN -60 -40 
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FIGURE 1 


THE PROPHET COMPANY 
PROFIT AND LOSS STATEMENT 


6510 


5580 


3720 


2790 


Units (000) 


1860 


930 

















Net Sales Income (11,250,000 crystal balls) $798,749.62 
Cost of Sales 
Materials 
MMM 002 eras aceiave ars er sve he ten $227,413.18 
BRE oc og wc ceear'vb ate Matera later sates 96,824.32 
TEE CAD 0 6i6.c:5.0.ces eretele.a ee eee eles 54,309.50 
DSN a. 59 orga! ps 'bssbaxe eho Uarotaeerineee 18,657.08 
RMD. cea 6 tyeiec cies chaies tacoie wee eee 4,098.17 
Other applied Materials.......... 3,123.75 
—_——-— $404,426.00 
Labor 
Ow SC i ere $169,813.78 
PMNS G OE eos. a scares torerereiecevecateie 6,438.23 
BEPRIOE VISION 6 5 case: 00:0 sorceress eceereiess 21,400.00 
——__—__— 197,652.01 
Overhead Expense 
EOE TE EE $ 23,352.06 
Moe atathes tebe Doe koa ee ans 2,185.40 
EsGnt ANG POWER oie: 6is.c:6.6.65:0 oes es 7,479.55 
[SE EOE ae Oran as Arr nae 2,492.36 
Eee red eRe 875.71 
BI NOR a oe renn es vain oe nieses 2,901.18 
Wrappers and Twine............. 3,055.66 
ROTA 65.65 oo 5:0 5-8 4'e. als. O1e'e' 3. Sls 2,748.68 
MN leap eiio cc eaticiee a deleAn eee 4,850.00 
MMNNNLINNN Seo ci Care ecatereioie ois 6,384.84 
: —_——_—_— 56,325.44 
E Administration Expense 
4 a Ae en ast nig s $ 25,000.00 
: Supplies and Stationery........... 3,186.77 
Telephone and Telegraph......... 3,640.24 
MU ras asc cialarciocs cio nalelarwieisiew 606.06 
NR MOENEN So aka scales 4x atte 4 eerie 681s 2,720.98 
BOGE EXOONGE. 6. o.a:c ccc csce sea ee 1,000.00 
Bad Debts Reserve.............+- 7,875.42 
Collection Expense.............+. 423.33 
MUNOEY EXDONSC 6-55 66:0:8)6 o.c:sece:s:0% 1,869.67 
—___—_—__— 46,322.47 
Selling Expense 
PR AMIRG rr ca in, 2 le uato ete os $ 18,000.00 ; 
COMMEMIONG s 5 coo.aiians ode cece ses 5,640.40 ; 
NORV oso. oor acoso e-aip or el ordicietiens 7,038.67 
PIVCCUMNME oie 's s:atsiovele on wcoeehlae os 2,300.00 
Dundry EXPEnse:..... 6 ccc cee ocecss 1,476.26 
—____—— 34,455.33 
Total Cost of Sales........... 739,181.25 
Net Operating Profit... ....cceeeeeees $ 59,568.37 
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FIGURE 2 


THE PROPHET COMPANY 
ANALYSIS OF PROFIT AND LOSS STATEMENT 











(1) (2) (3) 
TOTAL FIXED VARIABLE 
Cost Cost Cost 
Materials 
RO NINO 9) 8a Sad Wicincar w Gla Wie seo ereaaielars $227,413 $227,413 
eg cts. sais cial aid bis Sane Games aH s 96,824 96,824 
RUMEN MMC be acs, font, Tag's ici 5 Ghd ose oan w FT 54,310 54,310 
INNS Saisie i aire nusint wants ores Ree ew 'snbsh as 18,657 - 18,657 
Mae atta sega © pial locate taceiule oa nine 6 iat8 00S 4,098 - 4,098 
Other Applied Materials.................. 3,124 _ 3,124 
MAE PERUOTIONS 0 6 6 cb oss s can ana anaes $404,426 ~ $404,426 
Labor 
SURE BENNO oo a vixen ered bao Ree eee $169,814 - $169,814 
Indirect or Overhead Labor............. 6,438 1,800 4,638 
DEINE Do g5\ <5 cns 4p aseiare wie ke a ceils DAs 21,400 7,500 13,900 
MMM IR INT go so .saikaso dca ae evn $197,652 $ 9,300 $188,352 
Manufacturing Overhead Expense 
MNEs aha ora a resdis, stesetsior naa aigtnas $ 23;352 $ 23,352 $ 
EO Oe Ba tnd eae oy Main Se 2,185 400 1,785 
NN ER OWT 5 oe a cert sed cis aiea es cis m.s 7.480 600 6,880 
EN ee ee eerie eT poe sae aia 2,492 750 1,742 
ne ig SSS Ae ar sg Syl arena 876 100 716 
OSES arte re aerereoee Seren re 2,901 — 2,901 
WIADDEIS ANG TWINE. 6.56 o os seccciescs 3,056 - 3,056 
SMO cig! Spec aie g-a-ots 0 Avni oeesnie'4 Ses ahs 2.749 2,749 = 
(TOES Se ee eee ae 4,850 4,850 ~— 
ee ee pe ree rere 6,384 6,384 — 
Total Overhead Expense...... 0.5... $ 56,325 $ 39,185 $ 17,140 
Administration 
Ne ove tack ne tot $ 25,000 $ 15,000 $ 10,000 & 
Supplies and Stationery................. 3,187 500 2,687 & 
Telephone and Telegraph............... 3,640 400 3,240 
St ye eer ere 606 125 48] 
RMR ahs P neta 2-5 a eo Aw oR Ie 2,721 500 2,221 
SORT ERIMONINE 555 5 oracase.dinnnie ae Weis ore sigue 1,000 500 500 
SEIS EE PUCSOT VE. o.o0is 5 vio scc ce cess egies 7,875 a 7,875 
SO MOOION EXDONSC oss vc cece tsede ewes 423 300 123 
NIN w i:c5-0-s0n.pe's vance senien ve 1,870 800 1,070 
Total Administration............... $ 46,322 $ 18,125 $ 28,197 
Selling ; 
on SPEER Oe EE Te ee $ 18,000 $ 13,000 $ 5,000 
Re NMNIIION DS oop og cas cis ca 0g 58 Gib wine ates 5,640 — 5,640 
EM rake cs mie sos Wawa ares Ww be a8 7,039 2,000 5,039 
eR ois sigs a Wi b'5 5 0 0 <i oie sia 6 Da8e > 2,300 2,300 _ 
NAN EMMIS 5. 5 550.50 ovo es 458 os 0'0'0 1,476 500 976 
ATID x. c ag Sy oo '5h5 KO ores $ 34,455 $ 17,800 $ 16,655 
Oe ONES AR oe ae eae er $739,180 $ 84,410 $654,770 
Pe MII i %5o:4:10:5. 410-0 0\g:4'0 wale eden oie es $798,750 
(11,250,000 crystal balls) 
OE |) ee oe $ 59,570 


302 








FIGURE #3 
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CHART "Cc" 





Greatest advance in microfilming 





Just dial 
your code — 
and start 


microfilming 


Kodamatic Indexing! 


New Recordak Reliant Microfilmer with 
Kodamatic Indexing lets you code items 
photographically right on the film — find 
any picture faster in your film reader. 

So easy—just dial the desired code number 
on the new Recordak Reliant before you feed 
a batch of documents. 

This simple step takes the hunt and peck 
out of subsequent film reference. With this 
completely new type of indexing your code 
designations are never Out of sight . . . can 
be read easily, no matter how fast your film 
is travelling. 

The secret: Unique coding lines are photo- 
graphed right on the film between documents. 

Saves time every time films are viewed 


Ever so much easier for your various de- 
partments to find contracts, confidential cor- 


SRECORDEK 


originator of modern microfilming — 
now in its 32nd year 
“'Recordak"’ is a trademark 


respondence, statements. You'll eliminate 
many headaches: misfiling, soiling, tearing— 
to name a few. No end to the uses—wherever 
records are filmed and referred to, you'll be 
dollars ahead with Kodamatic Indexing. 
(Just one of the exclusive features found in 
the new Reliant!) 

But see for yourself! Have a new Recordak 
Reliant Microfilmer with Kodamatic Index- 
ing installed in your firm on a 30-day Free 
Trial Basis. Absolutely no obligation to buy 
or rent. 
ee e e © MAIL COUPON TODAY « + «ee « 

RECORDAK DIVISION 


CANADIAN KODAK SALES LIMITED 
105 Carlton Street, Toronto 2, Ontario 

Gentlemen: We are interested in free 30-day 
trial of new Recordak Reliant Microfilmer 
with Kodamatic Indexing. R-43 
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“THE EXTREMELY LOW cosiI@ 
ALLOWED US TO TAKE ADVANTAGE } 
OF A PUNCHED CARD SYSTEM 


R. E. Oliver, Controller 
Donald Ropes and 
Wire Cloth Limited 

Hamilton 








pnald Ropes and Wire Cloth 

mited, like many other companies, 
discovered that the Underwood 

MAS Punched Card system pays 
immediately—and that the initial 

t is well within their reach. 

ten to what impresses Mr. Oliver: 
liability and fairness of the 
—.. 

implicity of operation... 
ing staff” 

‘omparative low cost of rental and 

plies” 

lexibility of equipment” 

chnical assistance given by Under- 
od SAMAS Methods personnel” 

e have not added a new person to 
accounting staff since installing 
y punched card equipment over 

0 years ago” 

his company uses Underwood 
MAS equipment mainly for Sales 

palysis, Payroll Analysis, Accounts 

bceivable, and also for special 

sks: labels for files, mailing lists, 
rdue account listings and manu- 

ing operation research. 

is low cost system will save money 
yourcompany too. Takeadvantage 

this no obligation offer: 


derwood SAMAS offer 
no expense or obligation to you: 


Underwood’s Punched Card 
ecialists study your business oper- 
ons. 


Underwood’s SAMAS Methods 
ivision determines your need. 

Only then, is a proposal made, 
signed to dovetail into your partic- 
lar requirements. Costs, machines, 

onnel procedures, and expected 
sults are submitted to you. You will 

n be able to judge for yourself the 


ease of 





me to an accurate decision. 


nA ooP 
em PUNCHED CARD 
DIVISION 


nderwood 


LIMITED 


pk your secretary to mail this coupon: 


The SORTER 
arranges punched 
cards in required 
sequence, 


The printing 
TABULATOR 
reports in 
alphabetical 
and numerical 
form. 


The compact 
high-speed 
KEY PUNCH 
is completely 
flexible. 


The INTERPOLATOR 
performs varied and diverse 
card grouping operations. 


Head Office: 135 Victoria Street, 
Toronto 1, Ontario 





am interested in knowing more about the Underwood SAMAS Punched Card System 


CM-4-118 
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LOOKING AHEAD 

Air travel is changing rapidly—some 360 jets and turbo-prop powered airplanes 
will be delivered this year; a similar number in 1960. By 1963, more than 1,000 
turbine aircraft will be flying here and abroad. For regular passenger travel, the 
older, noisy piston engine powered craft are already a thing of the past. So far, pas- 
senger acceptance has far exceeded airline officials’ hopes so that the conversion to 
jets and turbo-props, costly as it is, will be accelerated to accommodate the demand. 
Natural gas exploration never stops. Lake Erie is the latest field of activity. Nearly 
100 holes will be drilled this season. Increasing demand by Ontario’s industries plus 
45 cent gas (four times Western Canada field prices) is the big incentive. 
On the nuclear power front, designs are starting on an Icebreaker for the Federal 
Government which will have atomic engines. An arctic cargo sub, powered by nuclear 
propulsion is being studied by Ottawa for trips, year around, to Hudson Bay posts. 
Our first big reactor will be ready in 1964 and will produce 200,000 K.W. Canadian 
companies in conjunction with their U.S. and U.K. affiliations are quite competent 
to build atomic power plants for any use. 
Capital spending by Canadian utilities will reach $2.5 billion this year; 23% of all 
capital and repair spending. Among the larger expenditures are electric power $700 
million, gas distribution $82 million, telephones $450 million. Electric power for 
example is being used economically for home heating in Ontario. With proper design 
and insulation, it appears the economics of electric heating compare favourably with 
coal, oil or gas. 


ON THE PERSONAL SIDE 
The business novel is appearing in increasing numbers. In case you are interested in 


the writers’ slant on big business, its problems, its ethics or lack of them, its comical 
sides, the dilemmas and even its absurdities, here is a list of recent publications: 


The Durable Fire —by H. Swiggett 

The Merger ‘ —by Sterling Quinlan 
The Big Company Look —by J. Harvey Howells 
The Empire —by George de Mare 
The Blue Chips —by Jay Deiss 
Expense Account —by Joe Morgan 

The Wheeler Dealers —by George Goodman 


The Wall to Wall Trap —by Morten Freedgood 
How do you sleep? Two new books claim that sleep is an art that can be acquired 
with a bit of knowledge and practice. A plan for “scientific relaxation” is the subject 
of Samuel Gutwirth’s new book “How to Sleep Well”. 
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A survey of the work of 50 scientists by Donald and Eleanor Laird is contained in 
a new work “Sound Ways to Sound Sleep”. In addition to the many pleasant soporific 
suggestions, a plan is evolved on how to awaken without “that tired feeling”. 
Business Education is constantly changing and in the midst of all the formal lengthy 
courses, conferences, seminars, short studies, case methods etc., a new device has 
caught the fancy of the associations, the business schools and corporate management. 
In a word, business gaming is the newest, the latest and as the hucksters say, so right 
for the young at heart. 

The games represent the problems of running a competitive business in toto on special 
functional problems relating to production scheduling, marketing new products or 
financial crossword puzzles. 

Enthusiasts of course claim that business gaming is probably the most potent teach- 
ing force ever devised. 

Skeptics, while conceding the high interest the art induces in the participants, are not 
sure just what, if anything, they teach. 

OF GENERAL INTEREST 

Employee ideas are still important. 

The suggestion box for ideas is still around and paying off—to employees and em- 
ployer. 

The C.N.R. has a plan which may net someone $100,000 if the right idea is gener- 
ated. In the meantime, for example, $190 was paid to a dining car cook for his idea 
of replacing heavy linen chef’s hats with less expensive and more sanitary paper hats. 
The C.N.R. has received 16,000 suggestions since 1934 and 3,000 have been used. 
Many systems are in use. Straight lump sums with little or no measurement against 
return are popular. Others pay off 25% to 30% of the saving to the company in the 
first year. Some companies pay a small sum for all ideas. 

The paid idea systems have a few bugs. Prior suggestions by people not eligible for 
payment sometimes cause trouble. 

It is difficult to pay off to staff people generally whose job it may be to generate cost 
reduction ideas within the framework of their own position. 

Industrial unions are in the midst of changing conditions. 

—Automation, so called, is on the increase in Canada. This inevitably means that 
the white collar class of clerks, salesmen, technicians and professionals will grow at 
a greater rate than production line workers. 

—Railroad firemen became obsolete as a result of the diesel engine and over the next 
five years, many other traditional jobs will disappear. 

—Automobile and house appliance factories are producing many more units today 
than ten years ago and in most cases, with less help or the same number. For ex- 
ample, in the U.S. auto workers union, the strength in 1953 was 1.4 million and 
now is | million. 7 

Union members in Canada numbered 832,000 in 1946 and 1,454,000 in 1958. How- 
ever, the non-agricultural work force rose from 2.8 million to 4.3 million in the 
same period.Percentage unionized in °46 was 29.7 and in °58, 33.8. Gains in the last 
five years have not been spectacular ranging from no gain in 1955 to 6.6% in 1956, 
2.5% in 1957 and 4.9% in 1958. The percentage of union workers in various in- 
dustries shows transportation 83.2, construction 66.6, mining 58.1 and manufactur- 
ing 54.7. 
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ORGANIZATION FOR EFFECTIVE 
PLANNING AND CONTROL 


By Ralph Davies, 
Vice-President, 
Urwick, Currie Ltd., 
Toronto, Ontario. 













In this article the author outlines the basic foundation around 
which planning and control is built. He determines the neces- 
sary activities, and then he assigns the job with its 
responsibilities and authority to the individual. The tools used 
to accomplish this end are the organization chart and the 
job description. 










SUCCESSFUL business organization depends upon planning and control and the 
foundation of these is the organization structure. In setting up an organization 
’ structure that will provide a firm basis for effective budgeting, planning and control, 
the principles of management must be recognized, understood and applied. Some of 
these vital principles are outlined here. 

At the present time there are no hard and fast organization structure plans which 
are suitable to every size of business. Each business must be studied individually and 
with great care, for we are not dealing with lumps of clay or unfeeling automatons 
but with the lives of people. Though products may be identical, machinery similar 
and buildings and services alike, human beings are markedly dissimilar. They are in- 
finitely variable, sometimes unpredictable and even eccentric. Therefore each situ- 

ation should be carefully analyzed and judged on its own merits. 


















ORGANIZATION CHARTS 

The organization structure should be designed to ensure that responsibility carries 
° with it a commensurate authority. Organization—in the meaning used here—may be 
simply defined as “determining those activities which are necessary to any purpose 
and arranging them in groups which may be assigned to individuals.” 

Organization charts are little more than pictorial representations and do not relate 
specifically to the work content and responsibility within each job or position. In the 
organization chart, we set up cost centres, bearing always in mind that we must never 
allow a cost centre responsibility to be divided. 

This all-important principle applies, regardless of the size or nature of the business. 
It applies as much to the two-man firm as to the one employing thousands. It applies 
whether the company is all under one roof or if it is spread in many branches or 
subsidiaries throughout the world. 
























Mr. Ralph Davies B.Sc., A.M.I., Mech.E., was born and educated in England and 
received his university training at Birmingham University. He has wide practical 
experience in industrial engineering gained in the aircraft, internal combustion 
engine, and electrical equipment industries. Mr. Davies joined Urwick, Orr and 
Partners, Limited of London, England, in 1949. In 1956 he was seconded to Urwick, 
Currie Limited, Management Consultants of Montreal and Toronto as Senior Con- 
sultant in charge of the Toronto office. He was recently appointed Vice-President 
of Urwick, Currie Limited. An active member of S.I.C.A., Mr. Davies presented this 
subject to a seminar held in London, Ontario. 
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To illustrate how organization structures can be determined, the accompanying 
charts show: 

1. The organization structure for a company operating in one centre or as one 

productive unit. 

2. The organization structure for a company which has many producing branches 

throughout the country. 
These charts are drawn to represent the lines of authority and to ensure that respon- 
sibilities are clearly delegated and accepted and carry commensurate authority. 

Exhibit I shows how this prerequisite has been recognized. But in the case of a 
widespread operation (Exhibit II), some difficulties may arise, particularly if “ab- 
sentee’” management is introduced. Absentee management is found where the several 
units of a company are scattered over a wide area and are managed and controlled 
by somebody from head office. Every two months or so this person will visit each 
branch to make sure his previous instructions are being carried out. In other words, 
he is the key man without whose approval the local manager cannot act. This is a 
direct violation of the principle of delegated authority, for the local manager cannot 
be held responsible for the profitability of the branch if he does not have the neces- 
sary amount of authority. To overcome this type of situation, it is often practicable 
to set up a widespread organization according to the pattern shown in Exhibit II. 

In this diagrammatic form, we have established the principle that each branch or 
divisional manager is fully responsible for making profits. To do this his operation 
needs such services as a marketing division, a finance division, a personnel division, 
and so on. If these specialist services were employed at his own level he would prob- 
ably never make any money, so we have set them up as a head office function. These 
services are at the disposal of the divisional general manager should he decide to use 
them. He stands or falls on his own decision and therefore has full authority and 
responsibility. 

The chart illustrates how this has been achieved. The division manager is the key 
man in his operation. If he does not make the profits he should make, it is not the 
organization and its principles which should be changed but the divisional manager 
himself. 

FRAMING JOB DESCRIPTIONS 

With this concept of responsibility carrying commensurate authority, we have 
taken one step toward effective budgetary control. But we are still short of an im- 
portant element in this delegation of authority. Normally the organization chart 
shows only the lines of authority. What it does not show is a clear statement of the 
responsibilities contained in each job. The principle of giving authority equal to the 
responsibility entailed must be recognized through an organization structure chart 
fully supported by job descriptions. r 

Once the organization framework has been clearly defined to provide the best 
Operating unit, it is then necessary to fit the employees to the structure. This means 
finding out, in full detail, the work presently being done; assessing its value to the 
total effort; how much, if any can be integrated with other functions; how much of 
other functions can be integrated with the one being considered; is the function, in its 
present form, really necessary; are the objectives of the function being fully recog- 
nized? 
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To obtain the answers to these questions, a certain pattern should be followed. 
The steps usually taken are: 

1. Starting at the highest executive level included in the reappraisal of jobs, find 
out how much work is delegated to others; how control is exercised; how 
many subordinates are reporting; the scope allowed each subordinate; the main 
terms of reference of each subordinate function; and the work content of the 
job of the man being interviewed. 

2. Write up a draft job description from this information. 

3. Verify the draft job description with the supervisor of the man being inter- 
viewed. This is to ensure that the emphasis of work importance is correctly 
placed and that no “fringe” work has crept in which could, after analysis, be 
considered superfluous. 

4. After approval by the supervisor, the revised job description should be verified 
by the incumbent. 

This procedure should be followed for each position shown on the organization 
structure chart. Through this practice, a detailed knowledge of the over-all operation 
can be obtained and adjustments can be made without damaging the company’s effec- 
tiveness. 

Morale will benefit if everyone whose job is involved participates in drawing up 
the descriptions. To be presented with a job description in which one has played no 
part creates ill-feeling and resentment. 

The next important step concerns the publication of the finalized job descriptions. 
It is not so vital to tell a man what his own job is as it is to tell him about the jobs 
of others, especially those with whom he comes in regular contact. It has been found 
that the publication of job descriptions has brought the greatest benefits when the 
distribution has been as wide as possible. Each man should be issued a set of descrip- 
tions which includes the jobs of all people with whom he comes in contact, as well 
as the one drawn up for his own supervisor. 


CONCLUSION 

In summary then, before any business can be truly effective—that is, operating 
with maximum profitability; adequately prepared for the future and employing a 
labour force with a high morale—detailed attention must be given sooner or later 
to the organization structure. It is still true today what the well-known philosopher 
Herbert Spencer said over one hundred years ago, “Socially as well as individually 
organization is indispensable to growth.” But before any changes in organization are 
made, the one basic principle that responsibility and authority must correspond 
should never be overlooked. 





PAYNE, PATTON & PUGSLEY 


CHARTERED ACCOUNTANTS 


Gordon S. J. Payne, C.A. Donald R. Patton, C.A. 
Philip T. R. Pugsley, C.A. Donald W. Burke, C.A. 
Suite 14, The Linton, 
1509 Sherbrooke St. West Montreal, Que. 











314 








c 
Ac 











find 
how 
dain 

the 


ter- 
ctly & 














| Board of Directors 


J 








President And 
General 


L 


Manager 











Treasurer | 








] 








} 
l | 









































Personnel Sales Works 
| Controller Manager Manager Manager 
[ . 
Cost Purchasing Production Factory 
| Accountant Agent Engineer Superintendent 














TYPICAL FUNCTIONAL 





f 
| Board of Directors 











President 
And 
General Manager 











ORGANIZATION 








| | 

















Vice President 
Manufacturing 





| 






Public Relati 








a 

fer Vice President | Vice President Vice Piesiient| 
Personnel Marketing Technical 

er e il And Research 











— 
a 
Pic 


et OK 


Dae 











TYPICAL DIVISIONALIZED ORGANIZATION WITH 


EXHIBIT 2 





CENTRAL 








J Division F 
Manager 





31 


nm 


The Economic scene. 


by W. Allan Beckett 


Midsummer Madness? 
A Perspective on Strikes 


By the time this column appears in print, it is to be hoped, some 500,000 Ameri- 
can steelworkers will be back at their jobs. Why is it, we may well ask, that each 
summer brings forth a rash of such labour-management disputes. No one likes a 
strike. It cuts into business sales and profits. Workers lose days, weeks or even months 
of their pay. The community at large may be inconvenienced. Just what is the role of 
the strike? 

During the summer, too, reams of editorial comment will pour forth on the sub- 
ject. It will be a compound of fact and fiction, much of it polemical and most of 
it partisan. In the calmer aftermath of autumn a dispassionate view seems appropri- 
ate. 

First, what of the economic impact of a strike? The U.S. steel strike, to continue 
the example, will drop the industrial production index there by two or three points. 
Not only are the steelworkers themselves idle, but coal and iron miners, transport 
workers and others will have been laid off or put on short time. The profits of the 
companies will be cut drastically; it is worth noting, in passing, that the profits of 
most basic producers were at an all time peak in the first half of 1959. The workers 
themselves will forfeit an estimated $12,000,000 a day in wages, and businesses that 
are dependent on the workers’ spending will suffer likewise. 

These are the facts of the case, and while one cannot minimize the losses involved, 
it is worthwhile to maintain perspective on the impact of labour-management dis- 
putes. It has been pointed out, for example, that in 1946, the worst strike year in 
American history, a year in which not only steel, but automobiles, rubber, meat 
packing and other basic industries were strikebound, in that year the time lost through 
such disputes was only 1.43 per cent of the man-hours worked that year. 

Lost production and time from other causes is usually many times that due to 
strikes. Industrial accidents result in a greater time loss, so does sickness. The wastage 
of unemployment is more than twenty times greater. When the steelworkers walked 
out in mid-July, there were seven times as many workers of all kinds looking for 
jobs. Why, the trade union spokesmen‘ask, why put the blame on labour for refusing 
to sell its services when business refuses to buy on a substantially larger scale? 

Of course, two wrongs do not make a right. Unemployment is not an economic 
good. Nor are sickness and accidents. And strikes do result in economic loss, although 
the scale of such loss is considerably less than is popularly believed. 

There is a second, and possibly more telling indictment. Powerful labour unions, 
it is held, either by the threat or the actuality of a strike, force through wage gains 
that outpace the growth in productivity. The result is that wage increases must be 
passed on to the consumer in the form of higher prices. This leads to inflation, reduces 
the competitive position of industry and distorts the productive process. In the steel 
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dispute the companies’ stand was that they would not grant a wage demand without a 
corresponding gain in productivity. 

This is a line of reasoning that is more difficult to assess, primarily because of 
the many problems surrounding the measurement of productivity. It is undoubtedly 
true in many individual cases that wage increasés in excess of productivity are the 
end result of collective bargaining. It is also probable that in many other individual 
cases—Where there is no union organization—that wages lag behind. Overall, and 
over the long run—and this is a lesson that trade union leaders must learn—wages 
cannot, and have not, outpaced productivity gains. Better standards of living, which 
are an accepted goal of our society, can only come from more efficient production. 

What few statistics there are for the economy as a whole, figures developed by 
the prodigious research of the National Bureau of Economic Research in New York, 
show that the share of national income going to labour has been remarkably con- 
stant over many decades, despite the growth of labour organization. The National 
Bureau has also shown that the productivity increase for the United States has also 
been a remarkably constant 2-3 per cent per year over many years. Incidentally a 
wage increase in basic steel based on long term productivity changes would be 
exactly mid-way of the union’s demand for 15 cents per hour and the companies’ 
offer of no increase. 

There appears to be little evidence that unions have much impact on real wages 
in the long run, that there is actually little basis in fact for the theory of wage push 
inflation. Unions probably do keep wages from falling when demand weakens, but 
their impact on rising wages may be overstated. 

Why then, all the fuss? Does the strike have any function at all, a function that 
has to justify the economic losses involved? It is outside the economic sphere that 
the answer is to be found. Politically, our society is organized along democratic 
lines. Our economic system is one in which the industrial structure is predominantly 
privately owned. Collective bargaining has come to be the accepted principle by 
which problems of industrial relations are solved. The strike, or rather the right to 
strike, is an indispensible part of that collective bargaining process. As one writer 
has put it: “The most important sanction tending to produce agreement is the ability 
of the parties (i.e., labour and management) to bring economic pressure to bear on 
one another.” “? 

In short, collective bargaining represents an extension of democracy to the in- 
dustrial structure. Its main contribution is a system of jurisprudence that regulates 
the employment relationship to reflect the interests of employees as well as those 
of management and consumers. It substitutes joint decision making for arbitrary 
rules. Sometimes, unfortunately, it is difficult to reach that joint decision and a test 
of economic strength results. As much as we may deprecate the fact of a strike and 
the economic wastage involved, it may represent the evil but necessary part of 
accepted democratic principles. To quote Davey once more, “a strong, independent 
and responsible trade union movement is indispensible to a healthy, productive 
private enterprise economy and a vigorous political democracy.” It is not a system 
without abuses, but it works better than the possible alternatives. 


pe Harold W. Davey, Collective Bargaining Today, Prentice-Hall, Englewood 
Cliffs, N.J. 1959. Italics in the original. 
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COST CONTROL FOR LONG-TERM 
CONSTRUCTION CONTRACTS* 


By J. M.C. Hall, 
Job Comptroller, 
C. A. Pitts General Contractor Ltd., 
Montreal, Quebec. 
Introduction 

Cost accounting in construction is rather a specialized business and in many 
respects the accounting information is gathered and analysed in quite a different 
manner than that described in a text book on cost accounting. 

The purpose of this study is to present one method by which cost information 
in this particular field is recorded, accumulated, analysed and presented to manage- 
ment. 

We will deal with a general contracting company incorporated under a Dominion 
charter and presently engaged in building a hypothetical flood control dam. With 
the “estimate” as our starting point we will see how the various elements of cost are 
recorded and eventually find their place on the profit and loss statement and balance 
sheet. The emphasis will be placed on points where the system differs from that of a 
manufacturing concern in the belief that this will prove more interesting as well as 
informative. 

The Estimate 

The chief engineer after studying the blueprints and specifications of our hypo- 
thetical project—The Long River Flood Control Dam—and after passing on his 
recommendations, has been instructed to submit a bid. Immediately work is begun 
to compile the estimate—a detailed report of estimated costs. The engineer and 
estimators draw on their technical knowledge and on past accounting records in 
working up the necessary figures. Since this project is a fairly large one, two groups 
will work independently of each other and then reconcile their differences. 

The making up of the estimate is an engineering problem and consequently is 
being treated very broadly here. We will see, however, that in its completed form it 
is the basis of cost accounting records which will in turn be used in the making up 
of future estimates. Also, the estimate in conjunction with the Progress Schedule 
and the Materials Procurement Schedule will be used by the cost engineer to pre- 
pare an Estimated Rate of Income and Expenditure Schedule which is comparable 
to a manufacturing company’s budget. 

This particular contract is on a unit price basis of payment i.e., the bid is broken 
down into certain pay items with a stated number of units of each pay item. The pay 
items on our Long River Flood Control Dam would include among others, so many 
acres of land to clear, cubic yards of earth and rock to move, cubic yards of concrete 
to place and lineal feet of pipe to lay. 

*Excerpts from a thesis submitted for R.I.A. qualification. 





Mr. Hall has been employed for several years with C. A. Pitts General Contractor 
Ltd., at first in Toronto and later in Montreal. He was appointed Job Comptroller of 
the Montreal Office when this office of the firm was established last year. Mr. Hall 
has been a Registered Member of the Society of Industrial and Cost Accountants 
since 1956. 
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In preparing the bid the estimators might start with the quantities and time schedule 
and from there plan the sequence for building the job. Then they would choose 
the amount and type of plant and equipment required to perform the required oper- 
ations in the time allowed. The next step would be to estimate each bid item in detail, 
including direct labor, material, equipment operating, subcontract work, services 
such as air in rock excavation and permanently installed machinery such as motors, 
and large valves. 

Overhead expenses which might include such items as temporary roads and 
buildings, overtime, field office, administration, shop buildings and camp facilities 
are estimated in detail. Finally an allowance for contingencies and an amount for 
profit is included. 

As an aid to financing the job the contractor might “load” or “unbalance” the 
bid. That is he might allocate excessive costs to the pay items which are to be per- 
formed first. We will assume, however, that such is not the case with the project at 
hand. 


The Classification of Cost Accounts 


Upon being advised by the owner that the bid has been accepted, the project is 
given a number and the departments concerned (engineering, head office and field 
accounting) receive a copy of the Classification of Cost Accounts made up from 
the estimate and similar, in part, to the following: 


Contract +1000 


Long River Flood Control Dam 
Classification of Cost Accounts 


DIRECT ACCOUNTS 


1. Clearing & Grubbing 8. Piping 
2. Unwatering 9. Concrete 
(a) Diversion 9a—Foundation Clean-Up 
(b) Pumping 9b—Forms 
(c) Temporary Bridges 10. Cement 
3. Earth Excavation 11. Reinforcing Steel 
(a) Stripping 12. Water Stops & Exp. Jt. 
(b) All others 13. Erect Struct. Steel, Anchor Bolts, Misc. 
(c) Compaction Steel & Equipment 
4. Rock Excavation 14.Conduit ° 
(a) Foundation Rock 15. Culvert Pipe 
(b) Line Drilling 16. Roadway Surfacing 
(c) Quarry Rock 17. Guard Rail 
5. Placing Rip Rap & Rock Toe 18. Transporting Owner’s Equipment 
6. Grouting 19, 20 Etc. 


7. Filter Drains 








STANDARD ACCOUNTS 


A—Supervision D—Temporary Buildings 
A-1 Supervisory E—Plant Transfer 
A-2 Engineering F—Plant Set-Up 


B—Job Housekeeping & Final Clean-Up G, H—Etc. 
C—Temporary Roads 

The indirect accounts are often called standard accounts as the symbols are 
uniform or standard for each job. While the symbol for a direct account will not 
likely be the same from one job to another the account name will connote a similar 
operation. 

The objectives of a standard classification of accounts are as follows: ‘*? 


“1. Uniform basis for estimating 

2. A check list for the inclusion of all costs in the estimate. 

3. A basis for classifying all expenditures on the job or for the benefit of the 
job, comparable to the estimate. 

4. A means of comparing cost results on one job with similar work on the other 
jobs. 

5. A means of comparing alternative methods of construction as to cost and 
of developing more efficient construction methods. 

6. The classifying and filing of cost results for historical purposes such as future 
estimates, depreciation or retirement of units of property, etc. 

7. Influencing and determining the most economical design of structures.” 


Upon starting the project a field accounting office is set up at the job site, men 
are hired, supplies purchased, equipment moved in and the job is under way. 

The detailed cost ledger is kept in the field office with the control accounts kept 
at head office. 
(*) Construction Cost Control—American Society of Civil Engineers. 


Accounting for Labor 

Before each shift the timekeeper, taking the active employment card file, begins 
a Daily Labor Control Sheet, Exhibit A, listing thereon in numerical order the badge 
number of all active employees (with the exception of certain key men who are 
paid from the head office) and their rate of pay. When the employee calls at the 
time office before the shift he receives a brass check bearing the same number as 
that shown on his identification badge and his employment card. As the brass check 
is turned over to the employee the timekeeper enters on the Daily Labor Control 
Sheet, opposite the employee’s number, the time checked in. Periodic checks of 
attendance are then made during the shift. At the end of the work period the employee 
on reporting to the time office leaves his brass check with the timekeeper who enters 
the time checked out alongside the time checked in. 

For each shift each foreman furnishes a time report that covers each employee 
under his supervision. The report shows the employee badge number and a summary 
of what each employee did in hours, under the “classification” columns. At the end 
of the shift the foreman turns the report over to the timekeeper who inserts the 
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hourly rates of pay and dollar values for the hours shown in the “classification” 
columns. When this report is extended and added the total labor cost should agree 
with the total cost shown by the Daily Labor Control Sheet. At this point the 
timekeeper is ready to prepare the Payroll. 

The next step for the field office is to examine the Foreman’s Daily Time Report 
for job costs. These costs for the payroll period are summarized as to account classifi- 
cation and posted to the cost ledger. 

In a like manner the costs are also entered on the Cost and Progress Report, 
Exhibit B. The cost engineer then enters quantities and unit costs are developed. 

The original copy of the payroll is forwarded to head office where the necessary 
entry is made to charge the total labor to Contract 441000—Labor. As a control 
feature the payroll bank reconciliation is made at head office. 


Accounting for Material 

A large part of the field and head office staff of a general contracting office will 
be engaged in the handling of paper which is directly or indirectly related to the 
accounting for material. Perhaps at this time it might be advisable to point out the 
fact that the system herein described is quite flexible, particularly as to whether 
certain procedures shall emanate from the field and be reported to head office or 
vice versa. The field office positions are understood to be of a temporary nature 
while the head office positions are looked upon as permanent, a point in favor of 
keeping the head office volume of work as constant as possible. Also when the job 
is hundreds of miles from head office and a large percentage of materials are pur- 
chased near the job it is much easier for the field office to handle such matters as 
shortages, errors in invoicing and other problems where contact with the supplier 
is required. 

On the other hand there is the problem of “control”. As responsibility is handed 
over to the field office a certain amount of head office “control” is turned over with 
it unless there is to be a duplication of effort, in which case the reason for turning 
over the responsibility is lost. 

Some of the factors which might govern the degree of head office control required 
are: 

1. The calibre of field staff available. 

2. Their length of service or at least their degree of understanding company re- 
quirements and principles. 

3. The proximity of head office to the job. 

4.The advantages of central purchasing (combining purchase power of all jobs 

for better prices). 

Purchasing for the Long River Flood Control Dam is handled in the field except 
for a few particularly large items such as cement, gas and oil products and of course 
plant and equipment. 

Whenever practical a purchase order must be made for the supply of materials 
or service, and in addition should be priced or the price estimated where this is not 
possible. A copy if forwarded to the head office accounting department where it 
is filed as “uncompleted”. 
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When the material is received on the job, the receiving clerk carefully checks 
quantity and quality (this might be a job for an engineer depending on the material 
involved) and prepares a Material Receiving Report, the original of which is sent 
to head office where it is used as a follow-up for receipt of the supplier’s invoice. 

The supplier’s invoice, in duplicate, is forwarded directly to the head office ac- 
counting department where the duplicate is stamped, “Duplicate invoice—Do not 
pass for payment” and sent to the field office. The head office then checks the invoice 
against the Material Receiving Report and the Purchase Order for items, quantities, 
prices and extensions. After the necessary signatures of approval and checking the 
invoice is ready for vouchering. 

The field office in the meantime has matched the duplicate copy of the supplier’s 
invoice with the field office copy of Material Receiving Report and Purchase Order and 
marked the cost distribution on the invoice. The invoice is then posted individually to 
the cost ledger and entered on the Invoice Register. The purpose of entering the in- 
voices individually to the cost ledger rather than in summary form is to assist the cost 
engineer in determining what items are included in the book cost to date. A copy of 
the Invoice Register is sent to head office and indicates that the field office has entered 
the invoices thereon in the cost ledger accounts. 

At head office a Voucher is prepared, a copy of which is forwarded to the field 
office. With this copy of the voucher the field office is able to make a reconciliation 
at the end of each month between the costs as recorded by the head office and the field. 

Aside from labor cost, the Invoice Register shows every charge affecting the job. 
Payrolls and Invoice Registers, therefore, between them contain all contract charges. 


Cost Ledger 

The Field Accountant having been supplied with a classification of accounts, opens 
an individual cost account for each cost element. These individual cost accounts may 
support as many controlling accounts as are deemed necessary. At the end of each 
month the postings for the month are extended then cumulative totals at the end of 
the previous month are brought down and added to these resulting in a cumulative 
cost to date. 

At this point we are in a position not unlike any type of job cost system except 
that the overhead has been charged as it has occurred rather than prorated as would 
be done in a job cost system. With this exception, however, we are really at the stage 
of the system where a job is in work in process and the standing order would balance 
with our charges to Contract No. 1000. 

However, in the job cost system the Work In Process will normally be transferred to 
Finished Goods and from there to Cost of Goods Sold in a comparatively short time. 
The Long River Flood Control Dam on the other hand, will not be completed for 
three years and it is imperative that we be able to compare actual costs with estimated 
costs now. Also there are several arguments supporting the contention that profits 
should be accrued as the project progresses. These items will now be dealt with. 

Comparison of Actual and Estimate 

With the elements of cost posted to the Cost Ledger and the cost to date and cost 
for period extended, we are now in a position to prepare the Comparative Form, 
Exhibit C. 

In the matter of comparing estimated costs with actual costs there are several main 
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courses to choose from. One is to take the cost to date of each classification and adjust 
for prepaid and accrued expenses. From these adjusted cost figures a unit cost to date 
may be determined and compared with the estimate. The difficulty here is that the 
unit costs arrived at may not be indicative of the unit costs extended over the life of 
the project. The cost of moving earth would be less in the summer months than in the 
winter due to the additional difficulties encountered while working under winter 
conditions. 

The Comparative Form is designed to add to the “cost to date” the “estimated cost 
to complete” to arrive at a “final estimated cost”. The total for the month in the Cost 
Ledger is the same as “Cost for Period” on the Form and the final balance in the Cost 
Ledger is the same as “Book Cost to Date” on the Comparative Form. Totals for 
labor and materials are shown separately in the Cost Ledger so that it is a simple mat- 
ter to run down through the individual cost accounts and set the required figures on 
the Comparative Form. 

Thus the “Total Cost To Date per Books” as shown on the Invoice Register should 
balance with the “Book Cost to Date” of the Comparative Form and together with 
the reconciliation of the field office Cost Ledger and the head office controls should 
agree with the three control accounts (labor, material and expenses, rentals) which 
head office has for each job. 

Several chapters could be written on the detailed precedure of arriving at the esti- 
mated cost to complete a job, which is a matter for the cost engineer rather than for 
the accountant, but the reader has no doubt assumed correctly that broadly speaking 
it is a weighing of the estimate with the more current cost information provided by 
the “Cost to Date” section of the Comparative Form and any new light thrown on the 
subject as a result of the passing of time. 

On completion of the Comparative Form the required summary is transcribed on 
to the “Summary Cost Form”, Exhibit D, the original copy of which is forwarded to 
the head office. 

In filling out the revenue section of the Summary Cost Form, the field office shows 
the amount of the original contract revenue revised for any quantity changes which 
will affect the original contract price. 

Finally, from the Summary Cost Form prepared by the field office, a consolidation 
is completed at the head office for all jobs in process. The information presented on 
the latter is a comparison of the original estimates of cost and revenue with the cur- 
rent estimates, broken down between “to date” and “to complete”, the revenue earned 
to date, the revenue received to date and the job completion date as shown on the 
contract and by present estimate. An analysis of the variances in each classification 
—book cost to date and estimated final cost compared with original estimate—must 
be made and reported to management. , 

The Summary Cost Form, together with the balance sheet, statement of profit and 
loss and supporting schedules, is the report sent to top management. The progress of 
a contract may be watched by this report in surprising detail. 


The Completed-Contract Accounting Method 
In preparing the financial statements, two accounting methods of accruing profits 
are commonly used by contractors. These are the completed-contract method and the 
percentage-of-completion method. The former recognizes income only when the con- 
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tract is completed. The costs incurred on contracts in process and monies received 
from billings to the owner are accumulated but there are no interim debits or credits 
to profit and loss except for provisions for anticipated losses. The committee on Ac- 
counting Procedure, American Institute of Accountants, are of the opinion that “When 
the completed-contract method is used, an excess of accumulated costs over related 
billings should be shown in the balance sheet as a current asset, and an excess of 
accumulated billings over related costs should be shown among the liabilities, in most 
cases as a current liability”. (*) 

The main disadvantage of the completed-contract method is that there is no regular 
recognition of income. If a contract extends into the next accounting period the finan- 
cial statements do not refer to the current profit position of the contract. 

The main advantage of the completed-contract method is that when income is 
recognized it is based on historic costs which may be readily verified. 

One of the special problems of the completed-contract method is that of the advis- 
ability of charging head office expenses, i.e., general and administrative expenses, to 
the contracts in process. The bulletin mentioned has this to say on the subject. “When 
the completed-contract method is used, it may be appropriate to allocate general and 
administrative expenses to contract rather than to periodic costs. This may result ina 
better matching of costs and revenues than would result from treating such expenses 
as period costs, particularly in years when no contracts were completed. It is not so 
important, however, when the contractor is engaged in numerous projects, and in such 
circumstances it may be preferable to charge those expenses as incurred to periodic 
income. In any case there should be no excessive deferring of overhead costs, such as 
might occur if total overhead were assigned to abnormally few or abnormally small 
contracts in process.” 


The Percentage-of-Completion Accounting Method 

The percentage-of-completion method recognizes income as the contract progresses. 
In “Conflicting Methods of Accounting for Construction Contracts” (**) four pro- 
cedures for using the percentage-of-completion method are discussed and are out- 
lined as follows. 

1. “The procedure would be to distinguish between costs which relate to the last 
authorized progress payment and any costs of subsequent work not billed or portions 
of general costs applicable to work subsequent to that approved by the last archi- 
tect’s certificate. The costs determined as expired would be related to the revenue from 
billing and the resulting profit would be carried into income.” The author goes on to 
state that the difficulty would be to segregate costs that relate to billings from those 
that do not. 

Bed a6 cite ee to relate the incurred costs at any balance-sheet date to the total original 
estimate. The percentage so determined could be applied to the total contract price in 
order to determine the portion of the revenue earned to date. The principal fault 
of this procedure is that it gives no consideration to deviations of incurred costs from 
the corresponding estimates .. . . ” This would be particularly true where quantities 
have been revised. 


(*) Accounting Research Bulletins No. 45, October, 1955. “Long-term Construction- 
tvpe Contracts.” 

(**) Edward B. Wilcox, C.P.A., 1954 Proceedings, American Institute of Accountants 

(The Canadian Chartered Accountant, March, 1955). 
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: eee to take into income that portion of the total contract price which bears 
the same relationships to the total as the original estimate of the part of the work 
completed bears to the total original estimate of cost.” The difficulty in matching costs 
that relate to the percentage of the original estimate representing completed work 
is the problem encountered in this procedure. 

4. “A fourth procedure is to obtain a new estimate of the cost to complete each 
contract at each balance sheet date. This new estimate of cost to complete is then 
added to the incurred costs to date, resulting in a new total estimated cost and there- 
fore a new estimated profit. The percentage of this profit to total costs according to 
this latest determination is then applied to the incurred costs to date and the result 
is the amount carried into income.” Accurately estimating the cost to complete is 
the problem here. : 

Preparation of the Financial Statements 

The percentage-of-completion method is employed on the Long River Flood Con- 
trol Dam but yet another procedure is used. As in method No. 4 outlined above, a 
new estimate of the cost to complete the contract is obtained on the balance sheet 
date. This is the information provided by the Comparative Form. From the Summary 
Cost Form the head office accounting department is also provided with the Revised 
Contract Revenue and a new Estimated Final Profit. The percentage of completion, 
i.e., the percentage of revenue earned to date to estimated final revenue is applied to 
the estimated final profit and the result is the profit to date. The difference between 
the two procedures is that in the latter the percentage of completion is based on the 
progress estimates, which should be ‘carefully enough prepared to form a sound basis 
for measuring work completed, while in the former the percentage of completion is 
based on costs. This procedure based on costs has the disadvantage of taking profit on 
costs incurred for work not yet completed. To illustrate, most jobs have a large initial 
investment in equipment, parts, supplies, temporary roads and service and the like 
and these costs are often incurred several months before the first pay units are com- 
pleted. It might be argued that not taking up a profit on this work in process, i.e. hav- 
ing the percentage of completion based on revenue rather than costs is more realistic 
and the conservative approach. 

Using the figures supplied by the Summary Cost Form, Exhibit D, following would 
be the calculation of costs to be applied against the revenue earned to date of 
$250,000.00. 

Revenue earned to date 

——__________——— x Estimated final cost = cost applied to date 
Revised contract revenue 
$ 250,000.00 
———-— x $900,000.00 = $225,000.00 

$1,000,000.00 
or Revenue earned to date 
x Estimated final profit = profit to date 
Revised contract revenue 
$ 250,000.00 

———— x $100,000.00= $25,000.00 
$1,000,000.00 
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As previously indicated, the principal difficulty encountered in the percentage-of- 
completion method is that of projecting the estimated cost to complete. It is an inter- 
esting point, however, to note that in the early stages of the work, when it is most 
difficult to arrive at the estimated cost to complete, the revenue is correspondingly 
small. Hence the amount taken up as profit is small. Any error in the estimated fina] 
profit is not of course taken up fully in the current profit and loss statement but 
rather only in the same proportion as the percentage of completion. 

As the contract nears completion the degree of accuracy in projecting the estimated 
cost to complete is improved and the problem is lessened. 

The successful contractor must have cost information that is current and accurate 
to a reasonable degree if he is going to keep “on top” of his projects. Further, these 
records are necessary in the preparation of future estimates. 

With the construction industry as a whole becoming more cost conscious, the firm 
that submits an estimate based on a rule of thumb rather than one based on sound cost 
accounting principles will find that it is being under bid or that it is doing work at a 
loss and heading in the direction of becoming a statistic. 
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EXHIBIT D 


SUMMARY COST FORM 
DUE AT TORONTO OFFICE 
NOT LATER THAN THE 10TH OF EACH MONTH 
AS OF CLOSE OF PREVIOUS MONTH 


JOB No 1000 


Listed below, please find information requested as of close of business on August 31, 19 
Total Labor 100,000 


Materials: 
Sub-Contracts 


Foreign Equipment Rentals 
Company Equipment Rentals $ 40,000 
Special Equipment Purchase 
Other Materials Purchased _ 200,000 


Total Materials 250,000 


350,000 


Total Book Cost to Date 


Estimated Company Rentals to Complete 120,000 


Estimated Other Costs to Complete 430,000 


900,000 


Estimated Final Cost 


Original Contract Price, revised to give effect to changes due to 
increased or decreased contract units 990,000 
*Changes Approved to Date 

Revised Contract Revenue (total amount to be received for entire job) $ 1,000,000 
Amount of Revenue Earned to Date Se 250,000 


Estimated Completion Date _ January 31, 1957 





*List on reverse side of this sheet, all approved change orders. If any, 
showing change order No., description and change in revenue. 


By: 
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